
,#a Publlc Service C q m y  
RPU-VI-6 

I n c m  S t  a t  oment - -E l e c t  r I c  

Line Amort. o f  Bad Check D e e m  L06t Morglnr-. 
YO. Descrlptlon Per Books Unbil led Revenue Charge Bulk Power Sales Contract t w r g y  E f i .  ................................ ................ ................ ................ ................ ................ ................ 

Revenues: ( A )  18) IC) (D)  (E) (F) 
1 Rate Revenue 229,975,981 4 ,  870 110.78O.BOl) 141,387 0 

3 I o t i l  Revenue 215,130,195 0 4,870 l10,780,801) 1 4 4 ~ ~ 7  0 

, 2  Other Rovenue 5,154. 2 14 0 ................ ................ ................ ................ ................ ................ 

4 
5 
6 ,  
7 
8 
9 
10 
1 1  
12 

13 

14 

Expensea: 
Fuel 
Payroll 

' Other o L n 
Depreciat Ion 
Other laxen 
Incam Taxe8--Fcderal 

State 
Deferred 
IIC 

Total Expenses 

OPERATING INCWE 

SWRCEE: 

49,i90,314 
30,281,810 
40,568,261 
28,400.586 
19,SVV,V57 
9,221,135 
3,066.639 
1,521,401 
(1,598,870) ................ 
180.653.25S 

54,476.940 

................ 

................ 
Holnrlchs 
Sch. A, p. 1 

1,487 
195 

0 

................ ................ 
0 1.981 

0 2.887 
................ ................ 
.*. ............. .. i*Dl.*........ 

Set t l e m n t  Settlement 

(8,148,207) 

(762.781 1 

(571,042) 
llVO.160) 

(9,672,190) ................ 
11,108,611) ................ 

Set t lmvnr 

(394,072) 

164.415 
54.761 

................ 
(174,865) 

119,252 
................ 
................ 
S e t t l m n t  

0 

0 
0 

................ 
0 

0 ................ 
Set t loment 

! 



Income S t o t m m t * - E l e c t r l c  

Llne 
NO. Oetcr ip t lcn  Recwnect fee Adverf Islng ................................ ................ ................ 

Char1 table 
O w t i o n c  

(1) 

................ Asbestos Removal ................ 
( 1 )  

Bonus 12 

( J )  

................ Chamtxr Dues 

(I) 

................ 
Revenues: ( G )  

Rate Revenue 11.095 
O t h e r  Revewe ................ 

Iota1 Revewe 13,095 

1 
2 

3 

4 
5 
b 
7 
8 
9 
10 
11  
12 

13 

14 

................ 
0 

................ 
0 

................ 
0 

................ 
0 

................ 
0 

Expenses: 
FUOl 

Pmyrol l 
O t h e r  0 L )I 

Oeprac I a t I on 
Other T e x e i  
Incm I sxe t - - federa l  

s ta te  
Deterred 
I IC 

T o t a l  EKpen6eS 

OPERATING INCME 

SWRCEE: 

(375.939) 431.432 
17.111 

( 136.985 ) 
(45,617) 

38,296 (7,253) 0 

3,999 
1,332 

114,812 
38,233 

( 11,696) 
(3.895 ) 

2,215 
n e  

0 
0 

................ 
5,331 ................ 
7.764 ................ 

Sat t lemcnt 

................ 
(222.894) 

222.894 
................ 
.II.i...iL...... 

Sett  lenrnt 

................ 
265,94 1 

(265.941 1 

................ 

................ 
S i t  t l m n t  

................ 
22,706 

(22,706) 
................ 
.I'............. 

Set t lnnont 

................ 
(4,300) 

4,300 
................ 
................ 
Set t I m n t  

................ 
0 

0 

................ 

................ 
sott lmIln1 



. a  >a P u b i  I C  Servlce Corrpany 
RPU-91-6 

I n c a  Statmmnt - -Elect  r I c  

Sch j 

L Ins c o a l  M i l l  Corporate l n t e r t i t  M 

No. Dencrlptlon C la ln  of  Right CLcon Alr Act AMuai l za l ion  . Carputer Costs Headquarters Alloc. C u i l a w r  DcpositS ................................ ................ ................ ................ ................ ................ ................ 
Revenue.: ( M I  ( W )  ( 0 )  ( P )  ( 0 )  ( n )  

1 Rate Revenue 
2 Other Revenue 

3 Iotal Revenue 0 0 0 0 0 0 

................ ................ ................ ................ ................ ................ 

4 
1 
6 
7 
8 
9 
10 
I 1  
12 

11 

14 

Empensto : 
Fuel 
Payro l l  
other 0 L n 
Depreclotlon 
Other Iames 
Incons Iaxer--Federal 

state 
De l r r red  
IIC 

lotol  Expenses 

OPERATING I N C M E  

432,367 
0 

................ ................ 
612,367 0 

(k32.367) 0 

................ ................ 

................ ................ 

(29,1673 
54.208 
7.378 
(9,901) 
(3,297) 

................ 
19,221 

(19,221) 
................ 

................ 

367.702 

( 112,296) 
(37,391) 

218.011 

(2lB,O11) 
................ 

./=............. 

40.236 
13,39'? 

................ 
(78,117) 

78.117 
................ 
................ 

13 1,744 

(40,235 3 
(13,398) 

................ 
78.111 

(78. I 1  i ) ...'............ 
................ 



Schedule C 
Paor  4 of  8 
t l r u l  11.1.6 

1 Ine FlCAlPayroll  Hollcoptcr I n c m  l a x  
No. Dercr lp t ion  Drug rest ing l a x e r  rrlnges & 4Olk Hslelton Subntatlon coctc l lminp Ad]. ................................ ................ ................ ................ ................ ................................. 

Revewao : (S) (1) (U) ( V )  (U) ( X )  
1 Rare Revewe 
2 Other Revewa 

3 l o t a l  Revenue 0 0 0 0 0 0 

................ ................ ................ ................ ................ ................ 

4 

5 
6 
? 
a 
P 
10 
1 1  
12 

11 

14 

Expnser : 
Fuel 
Payrol I 
Other 0 L n 
Depreclat lon 
Other Taxes 
Income l e x r s - - ~ e d e r a l  

State 
Deferred 
I IC 

lot4 Expenrci 

OPERATING INCWE 

SOURCES: 

0 

0 
0 

................ 
0 ................ 
0 ................ 

S e t r l m n t  

0 

0 
117,116 
(35,767) 
( 1  1.P11) 

................ 
6v.ua ................ 
(69,438) ................ 

Settlement 

iza.703 
(1’3,306) 
(11,089) 

................ 
76,308 

(76.308) 

................ 

................ 
S e t t l m n t  

................ 
26.560 

(26.5601 

................ 
‘............... 
S c t t l m n t  

(180.141) 

55,OlS 
169,320 

................ 
( 106.806) 

106,806 
................ 
................ 
Soft l m n r  

18,783 
17,108 

................ 
65,OPl 

(65,891 1 

................ 

................ 
S c t r l m n t  

’, 



0 a : ,  
-\ - p u b l i c  service Capany 

RW-'41.6 
Incane Ststnnant-;Electrlc 

Sch&lr 4 

Flnal  Rates 
P I # *  5 01 n 

L l n s  

No. Dercr lp t lon  I n j u r l e o  & D m ~ e n  ................................ ................ 
I n t e r e s t  

Synchroni 1st i o n  

( 2 )  

................ 
Hlnlnun 

Ornk 8aIancec 

(AC) 

................ 
HIsc. Uork 

Orders 

( M )  

................ Merger Costs 

(M) 

................ Herger Sevlngr 

( A n )  

................ 
Reverwei: , (I) 

Rate Rovorwa 
Other Revew.de ................ 

Tota l  Rsverwe 0 

1 
2 

3 

4 
5 
6 
7 

9 
10 
11 
12 

13 

n 

14 

................ 
0 

................ 
0 

................ 
0 

................ 
0 

................ 
0 

Erpcnros : 
f u e l  
Payrol l  
Other 0 & H 0 
Depreclstlon 
Other  Tares 

Iwme Is le6- -Federa l  0 
s t a t e  0 
Deferred 
I I C  ................ 

l o t a l  Expenses 0 

( 1,063,362) (759,955) 61,069 
81.372 
11,369 

(28.1231 
19,612) 

1.739.642 
579,311 

18.363 
6,115 

232,090 
77.287 

(19,261) 
(6,414) 

................ 
2.318, 9S3 

(2.318.953) 

................ 
CS.iD........... 

Settlement 

................ 
(1,038.884) 

1.038.D8L 

................ 

.. i...i...IDi.ii 

Ex. 202. Sch. 6 

................ 
(450.577) 

450.577 

................ 

................ 
Board Sch. .(b 

................ 
54,986 

( 5 6 , 9 8 6 )  

................ 

................ 
Sett lrnrnt 

37,396 

(37,194) 

................ 

................ 
Sett lmunt 

OPERATING INCOHE 0 

SOURCES: S e t t l e m n t  
................ 

,I 

_- , '  I .  



Llne  Out of Perlcd 
YO. Description Meal Returd ................................ ................ 

1 
2 

1 

4 
5 
6 
7 
8 
9 
10 
1 1  
12 

13 

1 4  

n e v e w a :  ( A € )  
Rate Revnnw 117.172 
Other Revewe ................ 

l o t a l  R o v e w  117,172 

Expensen: 
iuei 
Pnyrol I 
Other 0 t M 14,091 
Depreciatlon 
Other laxec (21,704 ) 
Incan) lares- - iedera l  38,109 

stat. 12.691 
Deterred 
I IC ................ 

l o t a l  Expcni t i  43.187 ................ 
OPERAlIYG iWCCUE 73.985 ........... EC... 
SOURCES: Settlement 

Penolon Expense 

( A i )  

.............. 

.............. 
0 

1,351,764 

(412,829) 
(117,114) 

.............. 
801,461 

(001,461) 
.............. 
.............. 
settlement 

Postope increase .............. 
( A & )  

.............. 
0 

58,661 

(17,915) 
(5.966) 

.............. 
34.780 

( 3 4 , 7 8 0 )  

.............. 

.. i..L.S..'... 

Settlement 

Property laxei 

( A i )  

.............. 

.............. 
0 

&,MI 
(26,534) 
(8,836) 

.............. 
51.513 

(51,513) 
.............. 
............., 
Settlement 

Rat. cw 
Expenre 

(AJ)  

.............. 

.............. 
0 

(187,851) 

57,170 
19,105 

.............. 
(111,JIB) 

11 1,378 
.............. 
.............. 
Settltment 

flepulatorv 
Aarrrur*nt .............. 

(Alo 

.............. 
0 

0 
0 
0 

.............. 
0 

0 

.............. 

.............. 
Set I lement 

Rack Valley 

(AL)  

.............. 

.............. 
0 

(242.63S) 
2.735 

0 

24.3Pb 
~1,259 

.............. 
(1k2.225) 

142,221 

Es. 200 1 1 0 7  

.............. 

.............. 

e 



. Publlc Servlca Cwpony 
RW-91-6 

Incan0 S t a t r m n t -  -E I ec trl c . .  
Schedule 4 e 

Llne Off ice  S a l a r l c s  S e l f  -Insured Unbllled Rev. Unbll led Rev. Unlrn Salar les  Ut11 I t y  

No. OOECrlptlOIl lncreale Health P l a n  Accrual Phose-In Iwreose Correct h i  ................................ ................ .............. ............ .............. ............ .............. 
Revenueei (An) (AN) (A01 CAP) (AP) ( A R )  

1 Rata Reverwa 0 
2 Other Revewe ................ .............. ............ .............. ............ .............. 
3 lotal Ravewe 0 0 0 0 0 .  0 

4 
5 
6 
7 
8 
9 

10 
11 
1 2  

13 

14 

Expenses: 
Fuel 
Payrol I 
Othor 0 L M 
Depraclatlrn 
Other lams 
Incm laxei--Federel 

s t a t e  
Oelerred 
I IC 

Iotal Expense6 

OPERATING INCCHE 

SOURCES: 

564.815 

0 

( 172.495) 
( 5 7 , 4 4 2 )  

................ 
334 I 87V 

(334 .879)  

................ 

...... i.......i. 
Settlement 

762.3 12 

(232 ,810)  
(77 ,527)  

.............. 
451,975 

(451 ,975)  

.............. 

.li.D..i..iii. 

Settlement 

0 
0 

............ 
0 

0 

............ 

..-.E.Gi.:.l 

S e t t l m n t  

(615,695 ) 
(205.030) 

1.030.795 

.............. 
210,070 

( 2  IO, 070)  .............. 
Set1 lement 

7411.440 

0 

(2211.574) 
(76 ,116)  

w,no 

(us,no) 
............ 
............ 
Settlement 

478,317 

3,748 
(147 ,235)  

(49 ,030)  

.............. 
285.840 

(285 ,640)  
.............. 
.............. 
Settlement 



1 
2 

1 

I 
5 
6 
7 
8 
9 
10 
11  
I2 

13 

14 

I .  

Revenues : 
Rate RaverWe 
Other Revenue 

l o t i l  Ravewa 

ElpenSeEf 
i u e l  
Payrol I 
Other 0 & H 
oepraclat Ion 
Other l a x e r  
Incm Isres--iedere.l 

State 
Deferred 
I I C  

lo tat  Expenses 

OPERAIING IWCME 

SWRCESr 

(AS) 
0 

....._..._.... 
0 

0 

0 
0 

_.--......_... 
0 ........._.... 
0 

...........I I. 

Set t l m n t  

Chsnoe In 
Custamer Level, 

( A l l  

..__..-_-._..- 
170,2v1 

___...__...... 
370.291 

1 1  3,087 
37.619 

__.________.._ 
150,745 

219,546 
.__._.__._._._ 

I... I..=.*.... 

S a t t l e m n t  

sch&ls 4 
Pago 8 of 8 
ilml R.tO0 

Adlus tcd 
lnccine Stmt. Adlustnent, -..-........... ..-........ 

(AU) (AV)  
219.844.993 

5.154.211 

0 224.999.207 
..._........_. ._...._._....._. 

625,993 
121.826 

(228,384 1 
(76,053) 

_._.__...._.._ 
443,382 

(443,382) 
..._...__..__. 
..*..... ==si.. 

Set t  l m n t  

4I.048,OSS 
31,597.065 
41,150,844 
28,717,216 
(9.938, BB9 
9,255.455 
2.934,950 
2,552,196 
(1,598,870) ._........._..__ 
175,595,800 

49,403,407 
.......__..._... 
=.=S..........,. 

(10,130,9~1 
0 

(8,542,279) 
1,313,255 
582,581 
316,610 
338,932 
34,320 

(131.M9) 
1,030,795 

0 

(5,057,455) 

(5,073,513) 



u
 . 0
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\
 

\
 



1'8 I!q!qxa u w l a w p w  

loua Publlc Eervlce Carqany DCl l rUYLC *" 
RPU-91-6 Page I, of 2 

Merger Related Savlnps Flnal Rates 
1 ine 
NO. 
..... 

1 labor loading rate per L. Smlth 35.45x 

2 Approxlvdte labor loadlng for FICA and Frlngo per K. Helnrichr 

3 Dlfferenee needlnp to be rrflectld In marper ravlngs adjustment 

18.72X 

16.73% 

...... 

4 Merger Savings--Labor 2,002,672 
5 loadlng rate 1.3545 

6 Base labor before loadlnga 1,478,532 
7 P o r t l o n  of loadlng not reflected per K. Helnrlchs 16.73X 

8 Addltlonal labor savlngi needlng to be reflected In t t s t  yeor 247,384 

IO less: Cspiral, net of  deprrclatlon (305,920) 

................ 

................ 
9 Plus: non-labor isvings 820,784 

1 1  Belou-the-Line item (2, 291) 

12 IOTA1 MERGER SAVINGS 759,951 

................ 

................ 
SOURCES: EX. 202. Schedulea 5 L 6; LHS uorkpper 211: 

Settlmnt. Article V I I ,  Items 19. 20, 34 L 38. 
Heinrichr Schedules 1. U, AP, revised SChedul8 AL; 

, 

. 
. '., N 
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MidAmerican Exhibit S. 1 
Page 593 of 654 

e 

a 

IN R E :  

DECISION AXD O R D E R  

(Issued April 28, 1986) 

APPEARANCES : 

SUZAN M. S T E W A R T ,  E. PHiL ‘/CNORAK, IRA E.  D E L K ,  Iowa Public S e r v i c e  
C o m p a n y ,  P .O .  Box 778, Sioux City,  Iowa 51102, appearin5 for ;he 
appl icant .  

ROBERT R. EIDSMCE, GleystePn, Harper, Eidsmoe, Heidman and Redmond, 200 
Home Federal Buiiding, P.O. Box 3086, Sioux Ci ty ,  Iowa 51102, 
appearing f o r  :ne In te t - ienor ,  Terra Chemicals In te rna t iona l ,  inc. 

RONALD C. P C L L E .  A L I C E  J. H Y X ,  Office of Consbmer Advocate, Fourt!] 
F loor ,  Lucas S ta t e  Office Building, Des Moines, Iowa 50319, 
appearing f o r  the  Office o f  Consumer Advocate. 

P R O C D U R A L  HISTORY 

On June 28, 1985, Iowa Psblic Service Company (IPS o r  Company) :i:ed a 

proposed gas t a r i f f ,  w h i c h  requested an increase i n  annual gas revenues.of 

7.92 percent o r  $9,540,149 t o  become e f f ec t ive  A u g u s t  1, 1985. 

f i l i n g  IPS included an appl icat ion f o r  an in te r im r a t e  increase o f  

5 percent across-the-board,  w h i c h  would  produce addi t ional  revenues 0 5  

66,097,321 annual 1 y. 

Witn t h a t  

Terra Chemicals In te rna t iona l ,  Inc .  (Terra) f i l e d  a p e t i t i o n  t o  

in te rvene  i n  t h i s  r a t e  case on J u l y  3, 1985, and the motion was granted on 





DOcb.~t NO. R?9-95 - i . J  
P d y e  14  

MidAmerican Exhibit 8. I 
Page 595 oi 654 

c o s t s  Are inc luded  i n  t h i s  cd:cglati3n. Tile r e t u r n  on  e q u i t y  s h o u l d  ne the 

t e s :  y e a r  d i . i i d c n l  ; / i ? ! d  0' , is.,? perLen:, p l u s  t h e  s u s t d i n 3 b l e  g r g w t i  

r a t ? ,  2 . 2 9  p e r c e n t .  

.- ? 

111. O F F I C I A L  NGT:CE O F  ; 4 , G I A ! X Y E ~ ~ ~  E F F I C I E N C ' I  R E P O R T .  

T h e  Comr;iis;ign t o o %  o f f i c i a l  n o t i c e  in t h i s  d o c k e t  o f  t h e  nldnagener!: 

e f f i c i e n c y  repor:  f o r  the y e a r s  1983 and 1983, p repa red  p u r s u a n t  t o  250 

. ;  Iowa Admin. Code S e c t i o n  2 0 . 3 .  I t  i s  our e x p r e s s  p o s i t i o n  t h a t  t h e  f a c t u a l  

.. d a t a  i n  the  manasemen: e f f i c i e n c y  r e p o r t s  w i l l  be c o n s i d e r e d  and  must b e  

c o n s i d e r e d  i n  our r a t e n a k i n g  d e c i s i o n s .  Iowa Code fj 17A.14(4) (1985) 

c i e a r i y  c o n t e m p l d t e s  t h a t  o f f i z i a l  n o t i c ?  can be t aken  o f  f a c t u a l  d a t a  

which i s  ,wi th in  the  specialized k n w l 2 d y  o f  t h e  agency. The d a t a  i n  t h e s e  

r e p o r t s  i s  w i t h i n  t h e  s p e c i a i i z e d  kx -wledse  o f  t h e  Commission. Cle ; $ i l l  

c o n t i n u e  t o  t a k e  o f f i c i a l  n o t i c e  o f  t h e s e  r e p o r t s  i n  e v e r y  d o c k e t  wher? 

a p p r o p r i z t e .  flavin.; c 1 a r i f i . d  cur p o j i t i o n  wi th  r e g a r d  t o  our  a b i l i t y  t o  

t a k e  o f f i c i a l  n o t i c ?  o f  t!ie m2n3gex?r:  e f f i c i e n c y  r e p o r t s ,  we do n o t  f i n d  

: a d e q u a t i  e v i d e n c e  i n  t h e  r ec3 r l  5ef :3 r?  :a i m p o s e  a n y  adjustfi iont f o r  

d e f i c i e n c i e s  i n  manasing th i s  Cznipani. 

U h i i e  we l a c k  e v i d e n c e  s u f f i c i e s t  t o  s u p p o r t  an a d j u s t m e n t ,  we a r e  n o t  

s a t i s f i e d  w i t h  Company's res7onse  t o  t he  changes i n  the n a t u r a l  g a s  m a r k e t .  

The Company shou ld  n o t  r e g a r d  i t s  r e s i d e n t i a l  c u s t o m e r s  a s  a s e c i l r i t y  

b l a n k e t  t o  pic!; up a l l  c o s t s ,  r e g a r d j e s s  o f  \rliat happens  t o  i n d u s t r i a l  

s a l e s .  A g g r e s s i v e  m a r k e t i n g  i s  necessa ry  t o  m a i n t a i n  i n d u s t r i a l  s a l e s .  

Company ackno:qledges a d e c l i n e  i r ,  s a l e s .  (Tr. 35) .  I f  t h e  Company 

c o n t i n u e s  t o  l o s e  s a l e s ,  t i e  sta:k>o!d?rs s h o u l d  e x p e c t  t o  b e a r  some o f  t h e  

r i s k  o f  i o s s .  Is d d d i t i o i i ,  t h e  Co:nC2ny d o e s  n o t  a p p e a r  t o  have done 

a n y t h i n g  :o r e d u c e  p e d t s .  ( S e e  - Tr. 5 ; -35 ) .  Pea!< c o n t r o l  w i l l  be 

,. i n c r e a s i n g l y  ' v i i s ;  t 3  d C s q U 3 t e  o p e r ? t i s n s  i n  o r d e r  t o  avo id  what w i i l  
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STATE OF IOKA 

I O N A  STATE CCF'HERCE CCMISSION 

1 
I N  RE:  ) 

\ 

\ 
IOU4 POVEX AN0 LiiiX7 CO?lPAN\! i DOCKET NO. RPU-82-12 

OECZSI3N AND ORDER 

( :ssuec February 10 , 1983) 

APPEARA:ICES: 

PA>!ELr\ L .  ?RAl?;:, Ac ta rney ,  Iow3 Powzr ana' L i g h t  Company, 
P. 0. Box 557, 666 $;and Avence ,  Des Yoin.5, Iowa 50308 and 
CURTIS L. R 1 T L . W  a n d  DAV!3  L. GEYKKiS, A t t o r n e y s  a t  Law (Bradshaw, Fowler, 

50309, a p p e a r i n g  on b e h e ; ?  o f  iowa ?cwer 2nd L i g n t  Company. 
, P r o c t o r  8 F a i r S r a v e ) ,  1 1 t h  i ; o o r ,  Oes Zo ines  S u i l d i n g ,  Des !4oines, h a  

.-- G A R Y  0. STE!AAU,  XIL: U .  r l Y S E ,  and 3 i N  STEAD, Assistant Ccroerce 
Counsel, Iowa S t a t e  Comrner;? i $ , x i : s i m ,  5th Floor,  LUCES S t a t e  O f f i c e  
B u i l d i n g .  Des >Xoines, Iowa 50319, a p p e a r i n g  on behalf of the Commission 
S t a f f .  

Des Noines, Io:.ta 53309, aop5dr:r.G on b e h a l f  o f  the Iowa C i t i zen /Labor  
Energy C o a l i t i o n .  

ROGER 0. COLTON, A t i o r i e y  a: L a w ,  315 East  F i f t h  S t r e e t ,  S u i t e  25, 

DON CARLSCN, 1521 E t 5  ;'/?nu?, 'Des :bines, I o w a  50319, apperring on 

RUSSELL L. SUAXSO:! and DAYTO H. GZLDXN, A t t o r n e y s  a t  Law (RoSers, 
Phlllips I SwanSer) 510 Hubbe;: B u i l d i n g ,  Oes :4oines, Iowa 50309, appear ing 
on beha l f  o f  Iowa H a n u f a c t u r e r s  Association. 

, behalf o f  C i t i z ? n s  f o r  Community Impravemeni .  

I .  PRCCEOURAL HISTORY 

On A p r i l  13, 1982, !oua F%zr 2 n d  L i g n t  Company (Company), f i l e d  with 

t h e  I o r a  S t a t e  Cc-nerce i o l z m i s s i o n  ( C o m i 5 s i o n )  proposed t a r i f f s  i d e n t i f i e d  

a s  TF-82-121. Ti-82-12! r?Dr?sen tc@ s genera l  r a t e  increase  of $21.0 

. -  . ... . 
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book/:ax t i m i n g  d i f f e r e n c e  f o r  w h i c h  n a m a l i r a t i o n  i s  r e q u i r e d  a t  

a r a t e  o f  $871,000 annua:ly over t h e  remainder  o f  t h e  f ive-year  

a m o r t i z a t i o n  p e r i o d  o r : $ i n a l l y  ordered.  

2. 

Corcpany and 5 t a f f  aqree an ad jus tment  t o  Company's Incone 

Income Tax E f f e c t  Of I n t e r e s t  Component O f  Cap i ta l  Cost 

t a x e s  is necessar:/ t o  r e f l e c t  t h e  e f f e c t  o f  t h e  change i n  t h e  

i n t e r e s t  component o f  spiral c o s t  r e s u l t i n g  f r o m  t h e  Company's 

r e t i r e m e n ?  of  3-1/4 per:?n: $8.4 million d e b t  i s s u e  on nay 15, 

1982, and i t s  i ssuance ar: A p r i l  2 7 ,  1982, o f  14-7/8 percent,  $50 

mill i o n  bonds. 

Company, c z n s i s t ? ? t  sri:h i t s  proposzd u s e  o f  a year-en3 

c a p i t a l  s t r u c t u r a ,  as ;djus:?d, a s s e r t s  t h e  income t a x  e f f e c t  o f  

t h e  i n t e r e s t  cccponent 3: c a ? i t a l  c o s t  s h o u l d  a l s o  r e f l ec t  year 

end i n t e r e s t  c o s t s ,  as adjusted. S t a f f  argues t h e  income t a x  

e f f e c t  of t h e  i.T:vest components o f  c a p i t a l  c o s t  should be 

t r o _ a t s d  c o n s i s t z a t l y  w i t h  S t a f f ' s  proposed c a p i t a l  s t r u c t u r ? .  

Our d e c i s i c n  i o  adopt S t a f f ' s  proposed c a p i t a l  s t r u c t u r e ,  f o r  

t h e  reasons subsequent ly  s 2 t  f o r t h ,  r e q u i r e s  t h a t  we adopt S t a f f ' s  

p roposed a d j u s t n e n t  t o  incane t a x e s  t o  r e f l e c t  t h e  e f f e c t  of t h e  

f n t e r e s t  ccnponent  on c a p i i a l  st ructure .  

C. Summary 

Eased upon o u r  f i n d i n g s  w i t h  r a s p c t  t o  c o n t e s t e d  i s s u e s  discussed 

:; above, and i n c l u d i n g  uncontes ted  a d j u s t n e n t s ,  we f i n d  t h e  fo l !cwing 
'' 

: .  rcvenu-D r e q u i r e m e n t s :  

schedule r q r e s e n t s  our  f i n d i n g s  of  Company's j u r i s d i c t i o n a l  operating 

:i 

i; 
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I C W A  POKE2 AN0 LIGHT COMPANY 

COST OF SERVICE 
R PU-8 2 - 12 
' (000) 

Order  - 

General  Taxes 
Income Taxes 

T o t a l  O p e r a t i n g  Expenses 

LESS: Non-Jurisdi c t i  o n a l  

Net O p e r a t i n g  Income 

C o s t  of S e r v i c e  

I V .  RATE OF RETURN -- 
Company and S t a f f  d l j a g r e e  on t ? i s s u e  o 

Opera t ing  Expenses: 

O p e r a t i o n  and Maintenance 
D e p r e c I a t i o n  and A n o r t i r a t i o n  

3129,306 
24,227 
16,074 
2 0 , 7 1 3  

$190,380 

535 

$ 53,961 

5243,806 

iMidAmerican Exhibit 8.1 

Page 599 of 654 

what constltutes a fair r a t e  

o f  r e t u r n .  

o f  r e t u r n  o f  11.64 p e r c e n t .  and S:aff a s s e r t s  a f a i r  o v e r a l l  r a t e  o f  r e t u r n  

f o r  Company i s  10,942 p e r c e n t .  

Company ar;ucs i t s  e v f d x c t  s u p p o r t s  an " imputgd"  o v e r a l l  r a t e  

In r e s o l v i n g  d i f f e r e n c e s  b s t r e e n  Company's and S t a f 7 ' s  r a t e  o f  r e t u r n  

J 

'I 
,: 

proposals ,  we r e c o g n i z e  the b a s i c  i s s u e s  t o  b e  d e c i d e d  are :  

a p p r o p r i a t e  c a p i t a l  s t ructure;  2) the embedded debt  c o s t ,  and 3 )  t h e  

a p p r o p r i a t e  common e q u i t y  cos:. 

p a r t y ' s  r a t e  o f  r e t u r n  c a l c y l a t i o n s  a r e  d i s c u s s e d  below.  

1) the  

Arguments and ev fdence i n  s u p p o r t  of each 
,I 

A .  C a o i t a l  S t r u c t u r e  

Company prsposes a c a p i t a l  s t r u c t u r e  ccnposed o f  y e a r - e n d  balances, 

a d j u s t e d  f o r  l o n g - t e r n  debt  i s s u e d  A p r i l  1982, should be used t o  

I 

I 

I 

! 

I 

i 

I 
I 
I 

I 
I 

/i 
I 

I 
I 

I 
/ 
i 

i 
! 
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determine the overal l  r a t 2  o f  ?turn because t h i s  capital  s t ructure  

ref lects  the lates: availaS1e i n l o m d t f o n  and i s  the most re l iable  

Indicator of  the condltions Nh7-h d i l l  most l ikely prevatl during t h e  

period the proposed rates will be in effect .  

adjustnent t o  capi:al stfuciur? i s  necessary t o  f u l l y  ref lect  the April 27,  

1982, issuance o f  $50 n i l l i cn  in 3onds and the r e t i r m c n t  o f  the 58.4 

million, 3-3/4 percent bond i s s u e  on I4ay 15, 1982, a n d  thus t h e  proper cast 

o f  capital i s  13.02 percenz. Howeve-, Company argues thaz  since i t  i s  

seeking only a 9 percent rar? inc-ms:, the use of e i t h e r  i98l average 

Campany asserts a ?r3 forma 

'. costs and financial ra t ios  or year-end ;Ira forma costs a n d  f iaancial  ra t ios  

should lead t o  an "iaputed" cos: o f  capital o f  1134 percent. 

S t a f f  submits t h e  use OF :he %:-year average capital struc;ure, 

adjusted t o  recognize the rol:$v?r of ce r ta in  long-txm deb:, should 5. 

adopted  since i: i s  consirtsnt r i t h  Comnission precedent. S L a f f  argues the 

rollover o f  the $8.4 n i l l i c n  1na:dred debt a t  the new embedded co5t rate 

f S  a proper adjustaent t: tes: ? e r i o d  average capital s t ructure  because i t  

e 

matches tes t -year  capital cos',s w i t h  investment i n  ra te  bas,?. A l t h o u g h  

much of the long-term debt will  replace short- term debt i n  Company's 
i 

i: capital  structure,  S t a f f  notes that Company witness 3r. Glahn admitted the . ! 
I long-term debt fssue will f inance plant under construction. Sta:f argues i 

i 
Company's proposal t o  include the f u l l  $50 million debt issue I n  test I 

perlod capital structure should be rsjected because the  Allowance for  Funds 

Used During Construction ( A F U D C )  wi1 i enable Company t o  recover the 

In te res t  costs o f  t h e  debt. 

! 
I 
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Sound rateinaking principles require t h a t  the determination of a f a i r  

overall r a t 2  of return for the t e s t  period be based upon a proper matchfng 

of  the investment in rate base and the test-year operating revenue, 

expenses, and taxes. We f i n d  t h e  use of the test-year average capltdl 

s t ruc ture  bes? e n s u m  compliance with the matching principle.  In 

addition, we believe :he a d o p t i o n  o f  Conpany's proposal t o  include the fu l l  

$50 million debt issue i n  i t s  test-yezr capital s t ruc tu re  rould 

substant ia l ly  overstat- the debt investmnt i n  Conpany f o r  the tsst period. 

ge f i n d  S t a f f ' s  p ropsa l  t o  rollover the $8.4 million matured debt a t  the 

new mbedded cost rate shou:d be adopted because it allows Company t o  

recover the increasad cost; o f  the new d e b t  without mismatching 

test-periods spital c s s t s  and  inves:aent in rate base. Therefore, ne 

shall a d o p t  S t a f f ' s  p r o p o r e d  capi;al s tructure i n  the  calculation of  d f a i r  

overall r a t e  of return. 

8. Cost Of Embedded Debt -- 
Company's calcu;aticn o f  i:s cost o f  embedded ds3t on year-end f i g u r e s  

includes an adjustmen: t o  1or.g-term debt  t o  include the  full $50 milli,on 

:. debt issuance, which results in a cost o f  9.268 percent. Company argues 

i: the adjustment i s  a known and measurable change, and failure t o  recognize 

I the increased debt cost, unich w i l l  exist  when the r a t e s  are i n  e f fec t ,  

.. will penalize Company's prudent d x i s i o n  t o  delay the  .issuance o f  the 

. bonds.  S t a f f  c r i t i c i z 5 s  Company's calculation 07 -3edded debt cost as  

f a i l i n g  t o  recoqiirs g z i n s  afid losses on reacquired d p b t ,  and a s  being 
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based upon t h e  previously r e j e - t c d  y i e l d - t o - m a t u r i t y  method. 

p o i n t s  o u t  Company's c a l c u l a t i o n  of  t h e  c o s t  of p r e f r m d  stack i s  

i n c o r r e c t  because i t  conta ins  tdo mathematical  error;. 

S t a f f  f u r t h e r  

S t a f f  c a l c u l a t e d  Company's t s s t - y e a r  a x r a g e  enbedded debt c o s t s  t o  be 

7.843 percent .  S t a f f  argues i t s  c a l c u l a t i o n  i s  cons is ten t  w i t h  our  

d e c i s i o n  i n  Peoples NatxJrzl Gar Co., Dock2t !io. RPU-8!-'25 (ISCC 1982) and 

i s  based upon t h e  method c o n s i s t e n t l y  approved by the Commission. S t a f f  

adjusted i t s  t e s t - y e a r  average P-mbeAd?d deb: Cos; ca:cu lat ion t o  r e f l e c t  

t h e  r o l l o v e r  o f  t h e  rs:ir?d $3.: m:":icn debt a t  the new embedded c o s t  r a c e  

of 14.718 p e r c e n t ,  whic5 inc reased :he c 2 1 c g l a t i o n  of  embedded debt  c o s t  t o  

-- 

~ 8.204 percent .  S t a f f  a s s e r t s  Company's pro;;osed embedded debt  cos t ,  which 

i n c l u d e s  t h e  f u l l  $50 n i l l i o n  debt issuJncs t h a t  occurred o u t r i d e  o f  the  

t e s t  p e r i o d ,  inus; be r e j e z t e d ,  s i n c ?  : ~ p i : 3 :  c o s t s  ;vis: aaich t e s t - y e a r  

i n v x t m e n ;  i n  r a t e  base. 

We f i n d  t h e  evidenc? i o  t h e  r e c c r d  es:a!3:ijhes , tha t  Company's 

c a l c u l a t i o n  of  i t s  cos t  o f  einEec:?d deb: s n w l d  no: b? r e l i e d  upon because 

i t  Is i n c o n s i s t e n t  w i t 3  Commission precedent and inc ludes  r a t h e m a t i c a l  

' I  e r r o r s .  

$ c o s t .  We a l s o  f i n d  the r o l l o v e r  o f  t h e  $8.4 m i l l i o n  in matured debt a t  t h e  

new embedded cos: r a t a  i s  i n  accsrdance w i t h  sound r a t e m k i n g  p r i n c i p l e s  

because i t  rna in ta fns  a p roper  na tch  of capi:al costs  and i n v e s t n e n t  i n  

a s s e t s  i n c l u d e d  i n  r a t e  base d u r i n g  t h e  t e s t  p e r i o d  which ensures 

reasonab le  and juit r a t e s .  

i s  6.206 p e r c e n t .  

We f i n d  S t a f f  has c o r r e c t l y  c a l c u l a t e d  Company's embedded d e b t  

Thcte:ore, we f i n d  Company's embedded debt c o s t  
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C. Cos: O f  Cmrnon i a u i t y  -- 
Company argues t h a t  s i n c a  it i,s 3n:y seeking a 3 percent  r a t e  increase, 

Its c o s t  o f  e q u i t y  s h o u l d  be $25 a t  !5 percent  i f  a l i  of i t s  o t h e r  rate of 

: r e t u r n  proposa ls  a r e  adopted, wh ich  l iould r e s u l t  i n  an " imputed"  o v e r a l l  

' r a t e  o f  r e t u r n  of 11.64 p e r c e n t .  However, Company argues Dr. S o l d o f s k y ' s  

tes t imony e s t a b l i s h e s  t h e  COS: o f  connon e q u i t y  is 19.7 ?ercent, which he 

' a d j u s t e d  upward t 3  21.D p c r c i n t .  Or. Soldofsky o f f e r e d  s e v e r a l  approaches 

11 t o  determine Company's  COS^ o f  ccr rmn equi ty ,  i n c l u d i n g  t h e  maintenance o f  

, T i m 2 s - I n t e r e s t - E a r n e d - ~ ~ ~ ~ r - i l x e s  L e v s i ,  the  E q u i t y  Deb: R i s k  Premium, t h e  

L i m i t e d  Hor i zon  D E ,  t h e  Stanc5rd  DC? Plus Al lorrance For Change in the  

.. Pr ice/Earn!ngs Xat io ,  and t h e  Standard DCF f o r n u l a .  

Based on embedded deb: i n t e r e s t  c o s t s ,  which wera bassd upon 

D r .  S o l d o f s k y ' s  e s t i i n a t i o n  of  q i : a ! i x t i o n  and debt  l e v e l s ,  and a 9.a 

2.6 t imes a f t e r - t a x  i n t e r e s t  coversse, Or. Soldofsky p r o j e c t e d  comcion 

e q u i t y  costs  o f  15.7 t o  17.8 ? e r c e n t .  Ccrnpany wi tness Glahn a l s o  t e s t i  

t h e  r e t u r n  on e q u i t y  must be hi;n e n o ~ l h  t o  i q r o v e  coverage r a t i o s  t s  

I; a v o i d  bond down r a t i n g s .  S t : ? :  c o r r e c t l y  notes t h a t  we have consistent 

of 

i ed 

Y 

' refused t o  r e l y  on t h e  coverage r a t i o  approach i n  g r i o r  dec is ions .  b, !; 

I o w a - I l l i n o i s ,  46 P.U.R. 4 t h  a t  2 7 - 2 8 .  (ISCC 1982). As S t a f f  paints out 

' i n  i t s  b r i e f ,  t h e r e  was ample precedent  for our  decisions. ( S t a f f  brief 

a t  68). I n  a d d i t i o n ,  S t a f f  w i t n e s s  Dr. Srerszen 's  s t a t i s t i c a l  a n a l y s i s  af 

bond r a t f n g s  demonst ra tes  few s i z n i f i c a n t  r a l a t i a n s h i p s  ni:h coupon r a t e s .  

T h i s  p rov ides  addi : ional  s u p 7 o r t  t o  our d e c i s i o n  t o  d i s r e g a r d  r e t u r n s  on 

camon e q u i t y  based on a coverage r a t i o  approzch.  
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Or. Soldofsky a l so  p ro jec2o  t n e  rsturn on coimnon eqci ty  by adding a 

risk allowance, based upor. a j g r ' ( ? j  by Charles Bonore, direct ly  t o  the cos: 

o f  Aa u t i l i t y  bonds. 

projections of a 16.5 percent Aa bond r a t e ,  Or. Soldofsky prajected returns 

on comon equity i n  a range fro? 17.8 t a  22.2  percent. 

several c r i t i c i s m  of the ap21ic3tion o f  the methodology and the 

methodology i t s e l f .  

IJpon d e t e r 2 i n i n g  a 350 B d S i j  p o i n t  adjustnent t o  his  

Star:  sets for th  

We hav! i n  the past rej.-cred cn an  zquity-debt r isk  premium analysis. 

,. Q, - Re Davenport Water, Dock?: Yo. ??3-81-54 (ISCC 1982). The cost o f  

equity c3n be more re l iab ly  e s : a b l i S h 2 6  by exmining t h ?  actua: cost of 

common equity through DCF a n a l y j i j ,  r3 :M than by the equity-debt r isk 

premium approach which degends upon f l i c tua t ing  d e b t  y ie lds  and  estimates 

o f  r i s k  prmiu.?;. Th?reTore, '#? :rill  cc: re ly o r  this  incthOC or 

projections based on t h i s  neth3i in de:?r?ining t h e  C ~ S ;  o f  c&nixon equity. 

D r .  Soldafsicy has alr;  inrroduced ,variations of  t h e  standard UCF 

formula t o  support h i s  1?.7 p e r c w t  projection o f  tne cos: o f  comon 

,: equity. 

Dr. Soldofsky's Limi ted  Hor i zon  DCF approach  i s  based upon an estimate 

o f  dividend grovtth i n  a six-year pericd. 

Dr. Soldofsky determined a 4.9 to 6.0 percent grawth r a t e  was reasonable 

and concluded the cost  o f  equity shou:d be 17.3 t o  24.1  percent. S t a f f  

Using t h i j  approach, 

c r i t i c ized  the use of a l i n i t s d  h o r i r s n  method a s  being based on 

misconceptions and erroneoJs assunpticns. 



MidAmerican Exhibit 8 .1  
Page6ffiof654 . 

Docket :io. R 2 3 - a Z - E  
Page 16 

D r .  Soldofsky I n t r o d u c e d  another  v a r i a t i o n  o f  t n e  DCF model, by 

allowing f o r  changes i n  t h e  ? r i c e / e a r a f n g s  r a t i o .  By adding t o  d i v i d e n d  

y i e l d  t h e  f i v e - y e a r  p r o j e c t e d  d i v i d e n d  growth r a t e  and t h e  t h r e e  t o  f i v e  

y e a r  p r o j e c t e d  p r i c e / e a r n i n g s  r a t e ,  Dr. S o l d o f s k y  p r 2 d i c t e d  a 15.0 t o  31.0 

percent  cornon e q u l t y  cost .  S t a f f  argues  Dr .  S o l d o f s k y ' s  a p p l i c a t i o n  of 

t h i s  DCF v a r i a t i o n  i s  specul3:ive and unnecessary,  s i n c e  t h e  standard'0CF 

f o r a u l a  a l r e a d y  r 9 f l e c t s  changes i n  r i s k s .  

The s tandard  d iscounted  cash f i o w  (DCF) model i s  used t o  e s t a b l i s h  what 

r e t u r n s  an i n v e s t o r  may reasonab ly  expc: froin an invest.nent under a c t g a l  

s tock  market c o n d i t i o n s .  The model 5 t a D l i s h e s  t h e  c a s t  of comiilon e q u i t y  

by measuring t h e  norma1, d i v i d e n d  y i z ? d  ( d i v i d e n d s  p e r  share d i v i a e d  by 

p r i c e  per share)  and adding an i n v e s : o r - e x p x t e d  g r o r t h  fate.  

ex7ressed a s  fo l  l m s :  

T h e  aodel  i s  

Boch Company and S t a f f  N i tnesses  of fe red  t e s t i m o n y  as t o  Company's c o s t  

o f  common e q u i t y  u s i n g  t h f s  hodei . 
Company w i t n e s s  Dr. Soldofsky p r o j e c t e d  a range o f  t h e  c o s t  o f  common 

e q u i t y  f ro in 14.1 t o  19.7 percent  based upon v a r i o u s  c o m b i n a t i o n s  o f  

d i v i d e n d  y ie lds and growth  rats. S t a f f  a rgues  Or. S o l d o f s k y ' s  DCF 

c a l c u l a t i o n s  a r e  unsuppor ted by f a c t s  and da ta ,  and t h u s ,  h i s  d e t e r n i n a t i o n  

o f  t h e  c o s t  o f  common e q u i t y  based upon t h i s  n e t h o d  i s  unsuppor ted  and 

s h o u l d  n o t  be g i v e n  any c o n s i d e r a t i o n .  

S t a f f  a s s e r t s  i t s  w i t n e s s ,  8s. Melissa Feldhaus,  has c o r r e c t l y  a p p l i e d  

t h e  DCF fo rmula ,  and t h e r e f o r ? ,  p;esents t h e  o n l y  c r e d i b l e  ev idence froin 
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which we can detsrrnine tne COS: of  cormon equity.  Ms. Feldhaus performed 

D C i  analysi j  on Company alone a n d , o n  si:ni:ar loHa u t i l i t i e s .  I n  apply ing  

the  DCF t o  Company, ns, Feldhaus deternined the  p r o p r  dividend y i e ld  was 

13 percent, rather than 13.23 jercant basad on year-End dividends, because 

the 13 percent y ie ld  bet:?r raprzssnted normal investor expectations. I n  

calculating the grodth fac tor ,  :4s. ie:2haus iised an es:imate of tne growth 

i n  book v a l u e  p e r  s!lare Sxause ,aa thera~t ica l ly ,  the g r w t h  i n  boo4 value 

equals the  expect2d growsh ra:?. 

growth r a t e  o f  1.32 t o  1 , 9 i  percent wli reasonable. qnich resulted i n  a 

Ms. Fe'dhaus conclbided a sustainable  

,' cost OF com~non equtty ranging from 1 4 . 2 2  t 3  14.97 perzen:. Ys.  Fz!dhaur 

also  calculated the cost of coirixon equity t o  be 15.02 t o  15.21 percent by 

measuring ;he growth ra12 fa r  six sinlila: Iowa u t i l i t i e s  t o  p r o u i d t  

a d d i t i o n 2 1  su2port f o r  il?f dp :? rm<na t i cn  of t h e  COS'. '3' C O m O n  e,;:i::y. Or, 

the  basis of both of her DCF estiiaatzs, Staff  concludes tompan'y's cost  o f  

cominon e q u l t y  i s  15. perccnt. S;acf oifars 14s. Feldhaus' ertiincte of a 

14.45 t o  13.97 percent cost o f  cmnon  q u i t y  f a r  37- 2 l r c t r i c  uti l i : i .es  fraii) 

'. data presmted by Dr. Soldofsky 3 j  a f i n a ?  check o f  the accuracy o f  i t s . 1 5  

.' percent cost o f  coanon equity. Staff  asser t s  an adjustment t o  the cos t  of  

i j  common equity t o  15.149 percent i s  necessary t o  compensate Company f o r  the 

,' c o s t  of i s s u i n g  additional shares of common stock. but claims no fu r the r  

I! 

.I '\ 

1 
i 

\ '  i 

adjustments are suppor ted by t h e  evidence. 

Company argues S t a f f ' s  calculation o f  Company's common equity cos ts  I s  

erred because S t a f f  w i t n z s s  kidhai ls '  358 of  on ly  the 1981 market t o  book 

r a t l o  i n  her growth ra:? c a m g u t a t i o n  i s  inconsisten: ul!:h the use o f  
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ten-year h t s tor ica l  d a t a  for the  other mnponents of the growch rate. 

Company argues the cost o f  comnon.qui i :y  resu1:ing from the us2 o f  t he  

market t o  book ra t io  for the las: ten t o  f i f teen years IS 16.55 t o  17.10 

percent, which i s  d i t h i n  the range prisented by Dr. Soldofsky. I n  

summation. Company argues b o t h  S:aF 

equity has increased since f t s  la;: 

much the  cost has increas2d. 

The reasons behind OUT d x i s 1 5 n  

and Company agree i:s COS: o f  coininon 

rat? case, a n d  the 'm!y Issue i s  how 

t 3  rely on t h e  jt3nda;d D C i  model in 

determin ing  the Cos: o f  commcn e c g i t y  53ve been s:ated i n  several previous 

cases, See. *, Northwestern Bell T e l w h o n e  Coi-pany, Docket 

No. R?U-80-40, Decision and Orser ,  a t  48. Dr. Soidofsky's application o f  

the standard DCF methodology 3nC his variations do  n o t  appear t o  be 

re l iab ly  supportad Dy financi.1 rari?: 6at.a. :de b c l j - v c  Staff's 

calculat ions o f  dividend yield r i  !rod:!! r a t e s  hit cios? t o  target and  a t -  

supported by i t s  evidence, and t > ? r e f v ? ,  re f i n d  Coapany's cost !IF common 

equity should be set  a i  15 per:2n:, r h i c h  is  -4i:hin the r i n g e  o f  

reasonableness o f  capital costs based upor, the record o f  t h i s  proceeding. 

Bath S t a f f  and .Company proposed upward adlustnentj t o  the cost of 

- 

coinmon equity f o r  various items. h'owever, we f i n d  no upward adjustnents 

are supported by the evidence o f  this prcceeding. The evidence indicates  

there  * i l l  be no m a j o r  stock issuance expenses incurred by Company i n  the  

near future,  and thus, ue f i n d  St3ff'j proposel .I43 peren: upward 

adjustnnrnt i s  unnecessary. ( E x n l 3 i ;  IL3). We find Or. 5o:dofsty's 

proposed ten percent u p w a r d  adjuj::nen: should a l s o  be rejected. Tnerefore, 

we find the t o t a l  cost of  cmmon equ i t y  should be 15.0 percent. 
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0. Summary 

Based upon our  finaings w i t h  respec: t o  contestzd issues discussed 

above, Company's allowed overall r a t ?  of return i s  set a t  10.883 percent. 

Iowa Dower and L i g h t  Company 
C ~ S :  o f  Capftal 

RPLI-82-12 

We1 ghted 
% a t i o  cos: Cost 

Long-Ter7 Debt 31.493% 8 . 2 W  3.8962 
PreferrEd Stock iz.57a: 7 .932% 0.9986, 
Common Equi :y 30.929; 15.0 % 5.989% 

Total Cost 10.883% 

V. RATE DESIGN 

Company's t a r i f f  incljdes d pro30sr?d rider ,which provides f o r  a ten 

percent dls:oiint in the montktly b i l ! s  for e lec t r i c  j e r v i c e  t o  qualified lo* 

income, e lcer ly  customers. Company argues t h e  s p e c i a l  discount !meets the 

requirements o f  Iowa Code Sec t ion  475.5(1981) b e c a s e  i t  is limited t o  a 

definable class o f  cus imers .  Cornpdny further asserts the impact o f  t h e  

discount on t h z  cusioiners who , d i l l  be requ i red  t o  bear t h e  cos t  o f  the 

/ discount i s  nominal, 

I owa  Citfzenliabor Energy Cadlit ion,  Inc. (C/lEC), while n o t  addressing 

the mer i ts  of Company's proposal, argues the Coxmission has the authori:y 

t o  a u t h o r i z e  such discounts. 

reasonable r a t 2 5  enconpasses impleaentation of d i s c a u n t  ra tes  fo r  poor and 

e lder ly  ratepayers, despi te  :he f a c t  the discounts are not c o s t  j u s t i f i ab le .  

C / L E C  asserts  the concept of just and 
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F!YO!HGS OF FACT 

Based q o n  our  r g v i w  c f  t h e  e n t i r e  r s c o r d  i n  t h e  proceeding, we hereby 

summarize our F i n d i n g s  o f  rat:: 

1. The p a r t i e s  have agreed t h e  1981 c a l e n d a r  year i; an a p p r o p r i a t e  

t e s t  p e r i o d .  

2. 

ba lances,  as a d j u s t e d  I n  accordance w i t h  our o t h e r  f i n d i n g s .  

R a t e  base j i i o u l d  be c a l c u l a t e d  by u s i n g  13-month average account 

3 .  Com?any's p r o p o i a l  :a inc:ude a 59 m i l l i o n  a d j u s h e n t  t o  r a t e  bas? 

t o  i n c l u d e  t h e  year-end una!nort iz?d balance of t h e  cos ts  of I c n g - l i f e  

p r o p e r t y  and e x t r a o r d i n a i j  r z p a l r s  f o r  Cooper Nuclear S t a t i o n  shou ld  be 

adopted. 

4 .  S t a f f ' s  proposal  ti, a d j u s t  t h e  13-month avcrage balance recorded 

i n  the fuel accot int  shocl I be a d s p t z d .  

5 .  Staff's proposal ro exclude 5733,900 o f  l a n d  h e l d  f o r  f u t u r e  L;sc 

f:om r a t a  base s h o u l d  be a l o g t e d .  

6 .  S t a f f ' s  pro;iosai :o adjgs: r a t 2  base t o  recognize t h e  a p p r o p r i d t e  

g e n e r a t i o n  r e s o u r c e s  1nven:xy f c r  Company s h o u l d  be re jec ted .  

7. I t  i s  reasonable for Iora  Power and L i g h t  Company t o  cons ider  

economic f a c t o r s ,  as well 3s I%?P requ i rements ,  when p lanntng e l e c t r i c  

g e n e r a t i n g  c a p a c i t y ,  and r3tepayers s h a u l d  be r e l i e v e d  of t h e  burden of 

p a y l n g  a f u l l  r e t u r n  on i n v e s t i e n t  i n  e l e c t r i c  genera t ing  capac i ty .  

E l e c t r i c  gen?rat :ng c a p a c i t y  exceed ing  125 percent  o f  Company's 8. 

a c t u a l  peak l o a d  i s  not  ne:essary t o  meet denand and ma in ta in  a reasonable 
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31. 4n average, rather tmn y e a r e n d ,  c a p i t a l  s t r u c t u r e ,  as a d j u s t z d ,  

should  be used t o  matcn C m p a n : f ' s , t e s :  period capi:al c o s t s  w i t h  i t s  t e s t  

period operJ t iona1  expenses  3 n d  p l a n t  investment. 

32. S t a f f ' s  proposal t o   ad:'^^: Company's t e s t  ; l e r iod  coverage  c a p i t a l  

s t r u c t u r e  t o  r e f i x :  :he rcll lover o f  38.4 n i l l i o n  matured deDt a t  t h e  nevi 

c o s t  r a t e  should be adoptzd ,  

33.  Conpafir's c o s t  o f  ? w e d d e d  den t ,  a d j u s t e d  t o  r e f l e c t  the r o l l o v e r  

o f  $3.4 mil l ion  mat>r?d deDt a t  t h e  n2.d cost r a t e .  i s  8.204 p e r c e n t .  

3 3 .  Comp;ny's COS: of c3min0n e q u i t y  3s shown by t h e  record  i s  15.0 

p e r c e n t ,  and no upward adjustlnent t o  t h e  Cost of e q u i t y  i s  necilssary.  

35. Company should be aS1: Lo 2 t t r 3 C t  Capi td l  i f  al lowed an 0verd:l 

r a t e  o f  re iur ' i  o f  10.883 perc?? , t .  

36. Co:ipny's proposa l  i o  s r o r i d s  d tan pe rcen t  d i s c o u n t  i n  tlis 

m o n t h l j  b i l l s  for e l x t r i :  se rs i ice  t o  q z a l i f i c d  lou income, e l d e r l y ,  shov? I 

be r e j e c t e d  because i t  i s  unsu?sor:ed by the  ev idence  a n d  such a d i i c o u n i  

s h o u l d  be dec ided  by t h e  L e g i s l a t u r e .  

37 .  I n t e r e s t  on refunds shou ld  be ?aid a t  a r a t e  e q u i v a l e n t  t o  tne 

I n t e r e s t  r a t e  on 12-nonkh bank l o a n s  t o  i n d i v i d u a l s ,  computed under each 

a p p l i i a b l e  i n t e r e s t  r a t e  for t h e  p e r i o d  the o v e r c o l l e c t i o n  was r e t a i n e d ,  

coinpounded annual ly .  

CoricLusIaNs OF LAN 

The Comiss . ;on  has j u r i j d i c t i o n  o f  t he  p a r t i e s  a n d  s u b j e c t  m a t t e r  o f  

t h i s  proceeding .  
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I T  IS T H E W O R E  ORDERE3: 

1. Tne t ? r i f f s  Filed by Iowr Poder and L i g h t  Company identified as 

TF-82-121, a n d  aade subject t o  investigation i n  or mad? a p a r t  of t h i s  

formal proceeding ar’2 herecy declared unjust. unreasonabl e ,  and therefore, 

unlawful . 
?. On or be’ore the ex7iration o f  for ty-f ive days f r o m  the d a t ?  o f  

t h i s  order, I o w a  Power a n d  L i g h t  Compiy s h a l l  f i l e  revised t a r i f f s  sett ing 

.: schedules of e l e c t r i c  r a t e s  as requirsd by the f i n d i n g s  o f  this  order. 

3.  Rates contained in the r?vij?d t a r i f f s  designed t o  produce a 

,: revenue requirenen; o f  $244,355 for  Cozpany shcll be cnnsidEred t h e  

’. lawful rates chargeable by Coinpany s i x ?  the d a t 2  of the  ra tes ,  which a r e  

the  subject o f  this  proceedjag, Here ?laced i n t o  e f f x :  subject t o  refund; 

rates c o n h i n s d  i n  the approvzd t a r i f f  d l 1  continue t o  be consider3J til? 

l a , # f u l  rates chargeable by r’oinpany. 

4.  Iowa Power a n d  L i ? k t  Ccmpany shall amortize deferred iedcral 

incone t a x e s  i q  excess o f  4i.63 p?r:enZ of the acc3:nulAted book/tax timing 

difference f o r  which noraa;ization i s  required a t  a r a t e  o f  $371,000 

annually ove: the rwainder  of the five-year amortization period or iginal ly  

ordered i n  Docket No. RPU-80-35. 

5 .  I o w a  Power and Lignt Ccmpany shall continue t 3  amortize deferred 

s t a t e  incoine taxes as requ:r?d in Docket No. RPU-80-35. 

On o r  before the ex?iration o f  for ty-f ive days from the d a t e  o f  6. 

t h i s  order ,  i o r a  Powr  and L i g h t  Ccmxny s h a l l  submit f o r  our consfderatton 

e 
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and approva l  a p?an by which refunds shall be made t o  customers, i n  

accordance w i t h  f i n d i n g s  contained hersin, together di:h sales tax and 

i n k i e s t  on excess col lect ions,  calculated on the  basis o f  the interest  

rate paid on it-month bank loans t o  individuals as set Cor:h on t h e  Federal 

Reserve S ta t i s t i ca l  Release E.12, and computed under each applicable 

interest  rat2 contained therein f a r  the  period the overcollection was 

retained, compounded annually. Upcn ajproval by the Csrmisj ion o f  tne 

refund plan, Company sha:l f o r t h w i t h  make refunds i n  accordance w i t h  such 

t. 

Dated a t  Des Moines, Iowa. t h i s  10th day of FzPruary, i983. 
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I O  VJA STATE C C I'J M E 2 C  E C C?d >I I 5 s  IO N .. - 

Pamela Prair ie ,  Atrarney 
Iowa Power a n d  iisilt C O I : : ~ ? ~  
P .  0. Box 657 
Des Mjines, IA 5C203 

Curti; ?. R i t l a n d ,  At tc r??y  
Bradsnaw, Fo:rler, Procicr 5 F?irgrave 
1103 Des VSoinej Bu;:?ing 
Des Moincs, IA 50307 

Tani O ' C e ? ;  
Iowa Ci t izeq iLabor  Eqepgy Coalition 
P .  0. Box 21157 
Dcs b i n e s ,  IA SOjlO 

Russell 1. SZnjon, Attorney 
David H. Go;dn??, Attornsy 
Rogers, P h i l l i p s  5 S w a n g r  
510 Hubbel! Building 
D e s  Moines, I A  50309 

V ince  O r i s c o i l ,  Prcsidenr 
C i t i z e n s  f o r  Ccmmunity Inprovemen:, Inc .  
1909 C o t t a g ?  Grove 
Des Moincs, I A  50314 

James R. Mare: 
Consuner Advoca te  
Off  i ce  o f  Consul;.,er A d v o c ? t e  
Lucas Stat: O f f i c e  8ui lc i : i ;  
Des Moines, I A  50319 
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1r.r rcauc t i o r .  

On A p r i l  21,  1983, Iowa Power and !,i$.c Cozpnz:: (Iowa Power OK Company) f i l e d  a 

P c t i t i o n  For J d i c i a L  Reviov o f  agancy ?.c:lor~ o f  t h e  i a w a  Stat: CoE-erca 

Comxission, c h z l l e n g i n g  the C m n 1 s s b n ' s  Decisici; ar.2 Order dsccd and i ssued  

Febrcdry ! O x  1983,  i n  2ocket S c .  ?.?L-82-1? ar.? Order Crar ic ing  L i i r i t c d  2che;ring 

d a t e d  2nd i s sued  >larch 2 2 ,  1963 i n  :Se s m e  7roceeding.  The Company a p p c d e c  

ce reo in  porcions o f  t h e  Cor.i ;sio: . 's  d e c k < c n  r a l a t cd  t o  the  d e n i a l  of  recover)' 

of Vendaliz p r o j e c t  c o s t s ,  co  the Cer . ia l  of deferral of F e l c r a i  income taxes a t  

the currenc s t a c x t o r y  r a t e  of 4 6 Z ,  :a the der.lal of  P 17.23% rccurn  on cozen 

equ i ty  zr.6 to t h e  reduct ion  of t h e  zzvecuc raquirecenc on q c o u n t  of rlr. cscess 

capacity a d j u s m z n t .  On Deccxbcr 2 9 ,  1983,  Iowa Pou2r.filed 2n Anended a n i  

S u b s t i t u t e d  P e t i t i o n  f o r  JudicLZ1 Rv,*iw, r a t i f y i n g  its Original P e t i t i o n  :o 

a p p e a l  only t h o s e  p o r t i o n s  of  t he  Ccr s i sa i cz ' s  decisions which concern the 

deferral of Fcderrl incoce taxes  rll i s s c i s  r e l a t e d  thereto., acd t o  with- 

draw 1cs  appea l  of a11  o t h e r  issuas appezled in ic Petition f o r  J u d i c i a l  

R e v i e v .  

- 

.h 

2 
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conpuced a: r a t c 5  vhic:? Sec;c:e ef5zcziv.c  ucZar hoe? 5:. Tockec Yo. P.F:-82-1; i?. 

excess of rates which u o u l d  produc- chc e?cctr:c rcver:Ze rca.ui:cecr.cs 0 5  

52&6,979,000 eetablisted b y  the C x = i s . c l o n ' s  C r i a r ;  of Eeb:wry 10, 1923 en= 

>!!crch 22, !983 refleczing :he use o i  a 46 ;rercc?e r z t c  in c a l c u l a t i o n  a i  

dcfe r r cd  Federal incoce tax L F e b i l l t y .  Sochi:.:. in  t h i s  S t i p l s t i o n  is in:=ndc* 

t o  re l ieve  Iowa Power f rom i t s  respcns ib i l ic ; :  t o  rake fur?t .cr  refunds,  ii m y ,  

f o r  t h e  per iod  covered by the rcfur.?. plaz spec i f ied  i n  ch;s St ipu la t ion  i n  t h e  

event rhnt  a rate less char! 46 p e r c m t  is fically detcm.ir.d after esh2us:ior. 

of a11 a d a i n i s c r a t i 7 e  and j u d i c i z l  a?::sls, L O  be tppropciate in che 

calcclarion of its defer red  FeLfPrai i> . cxe  tex liabili:::. 

- 

ARTICLE 111 

Joir.: HoZiOn 

Upon execution of t h i s  Stipulatioz, t h e  signntorisc shzL1 file the Sane w i t h  

t h e  Comiss ion  cogether wi:h a jo i r . :  r.o:ion rcqucscing t k t  the. CormLssior. 

issue an order ap?rcving ch i s  s t i y l s c i o n  in i:s cz t i r ecy  u i t h o u t  condiiicn nT 

modifica:icn. 

h 

AXTiCLS IV 

C o d i z i o a  PrcceScnt 

This Stipulacion shall nor b e c o m  cfiec:ive ur.less and cnzil the Corr.iss!c:. 

enters an order approvlng t h e  sane i n  its e n t i r e t y  VitsOUK conditio: o r  

modification. 

AFTi CLE ' I  

Pri,.-i?e?e ?.zd I k i t z x i o c  - 
T h i s  Scipu1a:ion s h a l l  bec0c.c hLn.'i?.:: upcr. t h e  slgna:or!.c.P c?on 1:s e x c c ~ ; : . * - ,  

p r c v i d e d ,  hovrvcr, char i f  t h l s  S:i?cla~ic?.  d o c s  no: Lcccnc effcctivc fr 
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no sfgr.etory waives  any  d a i n  o r  risk: vhich ii m.7 o r h e n i s e  hzve wi:h res?ec-. 

co ar,y mc-,er n o t  e:qxcssly ?rc:.idai f o r  hersin; RO signa:ory shall be 2ae5.e- 

t o  h a e  approvet ,  acce;rcad, ~ ~ r ? e d  07 cnnse=:ed t o  an:: racemaking pric;i?le, 

acy reckcd of  C C S ~  cf s e r v i c e  Ccrorzinacicc, o r  m,:: nc:hod of  c o s t  ;Llo:=:ior. 

underlying :he j X 5 V i S f o n S  O f  C h i 5  S C i ; u l i C < O n  Or be pKF;LdiCad O K  b0u-d tf9:eb:: 

in any other  current o r  fu:u:e j rocced l r s  before  ehc Connissicr.; a;.?. nc 

signatory shall i i r e c t l y  OK izdf-ac;!:: r e f c r  a s  prcccdsnc' t o  t h i s  S:ipulicion 

o r  tha: per: o €  a n y  order  of  ' t h e  Col-??lission r c f e r r i n g  Cc this  S t i p u l a t i m  ic 

any otScr curzcrx or f u r c r ~  I o w t  Pzvzr r a t e  P K O C ~ ~ P . ~  b e f o r e  the Comiisic?. 

except (1: vi:h respec: t o  an :p?li:a:ion eo: $nrer i r ,  K ~ F E  rcl:e!, prc-iided, 

hovevcr ,  t h a c  ii a cign3rorf  r.?kcs sud i  a rc fercnce  w i t h  respcc: ts x, 

a p p l i c a c l o n  for  iaterio l a t e  r e l i e f ,  t h r . ,  vic3 resTecc t o  such a p p l i c ~ r i c -  f o r  

incerie. r;te r e l i e f ,  t h e  ocher ; !garc ry  s t d l  nor be bound by che r z s o ~ ~ c i o ~ .  

of t kc  mac:tr i:. this Sc i?u la ; ioz  ide7 .r i f i . i  by such rcfercnce,  o r  ( 2 )  ir 

responsc t o  such a r e f c r m c e  by a ?a:ry nor  'a sigr:.;ory co t h i s  Stipula:io?. .  

X R T T L E  v: 

Calcula:io?. of  Xefunc? :>noocts 

All bi l1 . s  f o r  c l a c t r i c  scrvlce co;..;rczod a t  c3e ra:cs uhich becanc eiFec:ive 

unser  bond i n  Docket No. R?I;-&?.-IZ w i : h  service del ivered  during the p e r i o &  

July 1, 1982 t o  October 1 4 ,  1983 w i l l  be recocputcd using  the refun6 ~ 8 : ~ s  

s p e c i f i e d  i n  Art ic l e  IX and che difrcrercc, ?ius accrued incerase, fr?cc?.isc 

f e e s  a d  sa les  tax, w i l l  be  rcfuntec. Inceres: or. che above r c f u n d i  w i l :  bc 

c a l c o l ~ t c d  i o =  ere>. cusC01p.eI f r c z  G? assu-e& t t z e  of 72ynenr 10 days  a i r z r  rhe 

b u s i n e s s  day ir. v b i c h  t h e  b i l l  L a 5  c r i :~ ra l l : ;  Frcp2rc .d  co chc p l s n n e i  darz of  

d i s r r l b u c l o n  a t  r:.e in:cres: ra:25 f i r  r:tc r?r'ucc'r :et f o r t h  in the Ca;rs.is- 



Page 517 of 654 

Federal  R e s s r ~ e  5Ca:is:iczl Ez:e;ss: E.!2(1::) f o r  12-rronch dircct consumer 

loans  f o r  ocher consurer gccd;  2nd sx?exdi:n=:s. For :he period A p r i l  1 ,  1983 

co the  refund date  inteizs: r a t s 5  u;ed will bc t hose  s e t  f o r t h  in Yel2~nl 

Rescrve Reimse C. 19 f o r  Z L - ~ c n z k  pe:;on.?l lc.i_;l$. The a v c r a p  inceres:  r a t e s  

published by chs F c l a r a :  P.essr*:r. s;ls?l be Cddncd to be efz'cccive f o r  :hew 

purposes as  of t h e  firs: day o f  :he 3on th  fol!.nwinE chc a v a i l ~ b i l i t 7  of the 

publiskei data t o  the  C:c.osny. Inccrcsc s h a l i  be conpaonled annually.  For 

purposes of icteres: ca!.:uhc;cr. t i e  planned L a c 2  of  d i s t r i b u t i o n  shali b e  15 

days lacer than t h e .  dr:e which rke Cazpsny i?tenls to p c c t  refurd credi:; t o  

custorcer accounts. The i ; l 'Iorssi  ri?:es a r e  a s  f a 1 l o t . r ~ :  

. I  ., , :  

c 

'--"-.^- -.- 
I'L -x-> - -'+LE 

O ! / S i / 6 b - D i s t .  Dn:o 16.39i; 

ARXCLZ VI1 

Dis:ribucion of  ;ur.ds 

Race rcfunds f o r  o l e c z r l c  service unZ?r t h i s  p l a r  m y  b e  c o n b i w d  v i th  r a t e  

refunds f o r  gas sewice, i f  ar.y, avaTlr5lo  fa:  d i s t r i b u t i o n  a t  the  sace  rime. 

Refund p a y n c i t s  rill be madc t o  the  a:-Gun: of cuscofiers w i t h  a c t i v e  account5 

or chc the accourt of c u s t o m r s  vizh i n a c c i v e  accounts  wi:h unpaid b a l a r c e s .  

Rcfun6 paymex:s of 51.00 o r  grEaEcz L3 custi-e:s Tfith Cl05e? accoiints.  o r  w i t h  

i n a c t i v e  zccounts  wick c r e l i :  5 3 1 a n c a s ,  o r  r e f x ~ d  balar.ces of  S 1 . C O  or"greacer  

rckiining wherc che refut..' i s  posccC CC t i €  unpaid halnnc-  of an i n a c t i v e  

account .  will be r x d r  by cheek and m i l d  t o  the last knowr. nziling address f o r  

the c u s t o a e r ' s  acccur.c: ProviC*d. ho;.?ver, r ' x t  rhc Company may se',scci.reiy 

-. t r s n s f e r  a c o c n t s  t o  open a c m u n c s  f c r  c h  ~ t y . 2  cuscorer a t  a neii l o c a t i o n .  

- 

e 
5 



1or.a Power w i l l  use ics b e s t  eficr:s to ;os[ refund p a y . e u t s  to : x f m e i  

acccu5:s wichir. s i s  vce!c.c fcLh: :<~.g  c!ie ? a t e  of the Comissicr. 's  order 

appr rv icg  :hi: S:?pu!ntici:. zr.6 :z  ;.ail ~ c i - t l  chcckz ;Ippro::izurcly cvo  r.eei:s 

thercifter. A xessagc explrir.i:.g :he refer.? will b e  c r i l c d  wi:h tach bill 

showing t h e  r e f x i  and with cat?, r e f x i  check.  t 

Refunc! chccks returned by the ?os:al Service w i l l  n o r a s l l y  bc  voide i .  The 

Ccipsr.y w i l l  issue zc?laceccct  :hd:s t o  cus:o%ers subscquan::y locatoi! 

followin; rcsearch usin3 avaih'c;? records.  Refunds n o t  claimed vi:: be 

disposed of as provi2c6  by :be a:??icablc '  l z ~ s  of the S C D C ?  o f  IOIJZ, and a s  

ordered by the C n n i s s i o n .  

Reccr6s n? 3 e f u - d ~  co Custcncrs 

The following recor l s  v i l l  be prapars2 and b e  a v a i k b l e  fa;  rc f - rc r ,cz  4'iLh 

regard t o  t h e  c r l c d a t i o n  and pay-e?.:~ o f  electric reZunds t o  :us:cmezs: 

1. A dera i led  listing f o r  e r c h  CUS:OI=~T'S e lecc r i c  billhgs duK!ap, the 

per iod  t h a c  t h e  r ev i szd  ra:es collected under bond have beer. 

decem.ir*d by the  Corzissim to be excess ive  s h o i ~ i n g  t k c  original asd 

rece lcu lacc4  b i l l i n g s  i -c lcding f r z c c h i s e  fee and s e n i c e  surcharpes, 

the diiference, i n t e r e s t ,  Iova sclet  tax, i 6 e n t i f i c s : i o n  of m y  

b i l l i n g  f o r  which czr.ui: incemcn:ion is r e q u l r a d  f o r  de cerc ina t lcn  

of a proper r t f u r . i .  t he  :a:z1 r e fcn i  f o r  ea& nor..::, nnd tc:.:ls :or 

the  f u X  p c r i o t .  TbC4 :?:or+. vi11 t c  produced on nicroEiche and w i l l  

be on f i l e  ac t h e  CocPar.:-'s 2 e s  Ilciaes office. topics of sclecred 

record ;  rill also h a  cc f i l e  i n  :he Compnny's o f f i c e s  re -Ccur.:i? 

-. 

B l u f f s  ;nd Kno:;,:il!e. 



, . .  . 

2.  

i 

3 .  

4 . 

5 .  

6. 

c. 

m 

Tariff sheets  cor.:a.ir.ed i n  Zxxh:b.5i: 1 a t c a c h e i  he re to ,  and hereby i n c ~ ~ p o r a c e 2  

as J par: of t k s  S c i p u h t i o n ,  ara  ra:es vhizh pro lucc  the electric rcs'mui 

requirecents e e t i j l i s h e d  by the Co-ission rctlectlng the usa of a 4 6  percenz 

r ace  lr. the  calculation o f  deferred Federal irxcrne t a x  l i a b i l i c y .  

>.?.iICLE X 

?.e3 o 7 t I n e  

Upor. ccapletior.  c i  che refsr.2, :ks Ccesar!. .:ilL rc;crt :o t h e  Icw; E L ~ K C  

Ccncerce Cors.issijn the acc.x:s o f  t!:c zc'ir.:, ipte-cs:. XO-L; sties ray,  a? 

.̂ 

- .  

7 
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666 Gr;:.C Avenue 
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Tc1ephcr.e: t515)261-2??6 

b 24 Diicai. c'nfs & day of  Decesbet ,  :?83. Dated c h i s  3 dt:: of December, 
1963.  
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STATE OF I O W A  

IOWA STATE COMMERCE COMMISSIOd 

IN RE:  
1 

I O W A  POWER AIIO LiGHT COMPANY 1 DOCKET NO. RPU-83-24 

D E C I S I O N  AND ORDEil  

( I s sued  April 6 ,  1984) 

PAlrlELA L. PRP!?.IE, TRACY 9 .  SilIJGE, Attorneys,  !owa ?ower and Light 
Company, 2.0. Box 657, 656 Grand Avenue, Des Moines, Iowa 50303, 
appearing on behalf o f  Iowa Power and  Light  Company. 

GARY D. STEUART, ALICE J .  HYDE, Attorr?ys,  O f f i c e  of Consumr Advocat?, 
Lucas S t a t e  Off ice  a u i l d i n g ,  Des iqoines, Iowa 55219, appearing on 
behalf o f  t he  Off ice  of Consmer Advocate. 

JOYCE J .  GREEN, P o l k  County Legal \ i d  Socie ty ,  102 Eas t  Grand Avenue, 
Oes Noines, Iowa 50309-1982, a t to rney  f o r  Iowa C i t i zens  f o r  
Comuni t y  Devel opment. 

ROGER 0. COLTOII, At torney,  P.9. Sox 1232, h e r ,  Iowa 500!O, Attorney 
for I w a  Ratepayers Association, Inc. 

APPEARANCES: 

I .  P W C E N R A L  HISTORY 

On June IO, 1983, Iowa Pod?: a n d  Light Com?~ny (Corpany) f i l e d  w i t h  tine 

Iowa S t a t e  Co1iimerc2 Comissiol (Conmission) proposed e l e c t r i c  t z r i f f s  

identified as TF-83-333, represent ing a revenue inc rease  o f  566.6 ro i l l ion  

annual ly ,  o r  a 27.1 percent  annual increase.  Company requested t h a t  these 

t a r i f f s  become e f f e c t i v e  on June 27,  1983. 

provis ions  o f  t h e  proposed Louisa Phzse-In Adjustment ( L P A )  C1 ause 

e f f e c t i v e  r a t e s  would be increzsed by l e s s e r  amounts during the  f i r s t  t h ree  

In t h e  a l t e r n a t i v e ,  u n d a r  the 

y e a r s ,  b u t  increased by g r e a t e r  amounts i n  succeeding y e a r s .  Company 

proposed t h a t  d u r i n g  t h e  f i r s t  yea r  the  increased ra tes  a r e  e f f x t i v e  the 

proposed t a r i f f  r ev i s ions  a s  adjusted by the  LPA Clause wou ld  increase 



,~ -~ Y ~ , J L  L ~ W  1 .'.LJUL.Z;L> .-,-..'+-:(< 

MidAmerican Exhibit 8. I 
Page 6?j of 654 

Socket $0. ??u-a3-21 
Page 3 5  

-. 
value o f  money. Conpanj x i n t a i n s  i t  i s  necessary t o  recogn<ze the 

time value of money because i t  does n o t  receive the face amount o f  a n  

offer ing,  and t h u s ,  t h e  actczl x s t  t o  Company f o r  money received i s  

di f fe ren t  t h a n  the specif ied bond coupon fate .  

According t o  OCA,  the c 3 s t  3 f  embedded debt i s  8.523 percent. OCA 

argues the y ie ld- to-Tatur i t j  sethod i s  based on the  erroneous 

assumption t h a t  the accnu la t ed  discount or premium 23rns an annual 

r a t e  of return equal t o  the' calculated y i e ld  t o  maturity. 

OCA claims the yield-ta-matJ-ity nethod ca lcu la tes  a hisher :xt o f  

debt i f  the net proceeds a?? l e s s  t han  the  pr incipal  m o u n t  o f  t h e  debt 

i s sue ,  which i s  :he s i tua t ion  Company i s  i n .  

the methodology f o r  calculat ing debt cos ts  employed by OCA witness 

Or. Szerszen i n  prev ious  cases. 

In  addition. 

The  Commission adopted 

4 

In rep ly ,  Company argues t h e  OCA methodology f o r  calculating 

embedded debt cos ts  wi l l  always yield an  incor rec t  calculation o f  deb t  

cos t  unless the premium eclua!s the issuance c o s t s  gained t h r o u g h  t h e  

sale  of d e b t ,  whfch i s  an unlikely event, Moreover, Company claims 

OCA'S  method causes over-recovery o f  costs  f o r  issues offered a t  a n e t  

premium. 

The cost-to-maturity method has been r e j ec t ed  by the Comnissfon i n  

previous cases. Re: 

424-25 (Iowa 1982);  - Iowa Public Zervice Company, 46 P.U.R. 4 t h  339 

(Iowa 1982). Because the evidence i n  th i s  case indicates  t h a t  the  

to ta l  o f  the net proceeds o f  Company's d e b t  i s  less t h a n  the total  

Iowa P o w e r  and Light Company. 5 1  P.U.R. 4 t h  405, - ---- 
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principal amount nf  h m p a n y '  s debt, the yield-to-maturity nethod will 

r e s u l t  in a higner z3st o f  embedded debt. 

(cost)-to-maturit:j methcd overstates the cost  ? f  debt i n  t h i s  

proceeding and shou ld  n o t  be used in  calculat ing the overall r a t e  of 

re turn . .  Although JCA's nethodology may calculate  a higher cost  far 

debt issued a t  a n e t  ?r?rniun, t h i s  i s  n o t  t h e  case i n  t h i s  proceeding. 

W e  f ind t h 2  methodaloay  employed by OCA witness Dr. Sz?rszen provides 

us with more reliable ccs t  3 f  debt and  s h o u l d  be  adsp t2d  in t h i s  

proceeding. 

Therefore, we find the yield 

Thereicre, we find the cos t  o f  debt i s  a.923 percent. 

Company wltness Ftr. Glahn t e s t i f i e d  t h a t  the cost 3f  preferred 

stock was 7.948 percent. 

recognize the gain realized on t h e  reacquis i t ion of  secur i t les  t o  

obtatn t h e  real cos: D F  t h ?  remaining outstanding balance of the 

securi ty .  

calculation of preferred s t o c k  costs .  On t he  other h a n d ;  OCA witness 

Or. Szerszan's calculation rxogn ized  the gain rea l iz fd  by Company by 

However, we believe i t  i s  necessary t o  

I t  does nct apoear t h a t  Com?any witness t l a h n  did so i n  his 

reacquisit ion o f  same o f  i t s  s tock.  

cos t  o f  preferred stock i s  7.912 percent i n  accordance with O C A ' S  

calculations. 

6. Cost o f  Comon E q u i t y .  

Therefore, we f i n d  the appropriate 

The remaining dijputcd issue t o  be determined i n  calculat ing the 

overall  f a i r  ra te  o f  return i s  the c o s t  o f  Company's common equity. 

Company argues i t s  cost  o f  comnon equity i s  in t h 2  range o f  16.5 t o  

17.5 percent, rh i l e  CCA maintains the evidence supports a cost  o f  
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c m n o n  equity o f  no more  t h a n  14-1 percent.  

Company r e l j e s  u3on ;!rm J e f f r i e s '  testimony t 3  support i t s  

estimate o f  the cost  o f  comon equity. Mr. J e f f r i e s  primarily r e l i ed  

on the OCF methodology i n  estimating Company's cos: of common equity. 

Howeuer, we shal l  Sr ief?y address the other two methods enrployed by 

Mr. Jef f r ies  t o  calculate t h e  cas t  o f  common equity.  

Mr. J e f f r i e s '  compar3ble earnings approach considered the earned 

returns o f  67 unrelated fndustrial companies. 

equity is the exsected return on the market pr ice ,  n o t  the e2tned 

return on book val*Je, !Ir. Je f f r ies '  comparable earnings on book value 

i s  n o t  a r e l i ab le  xeans of estlmating Company's cos t  o f  cornon equity. 

ThereFore, we f i n d  the cost of coimnon equity obtained f r o m  the 

conparable earnings approach i s  n o t  helpful in obtaining an accurate 

cost  o f  comon equity in this  proceeding. 

Since the cas: of  comnon 

Mr. J e f f r i e s  also estimated Company's cos t  o f  common equity t o  be 

17.5 percent .based on h i s  eqgitj-debt r isk preaiun analysis.  As we 

have previously s ta ted,  the equity-debt r i s k  premium merhodoloqy i s  

based on the erroneous ajsum?tion t h a t  the r isk  premium i s  constant. 

In Re: Iowa Power a n d  Light Company, ISCC Docket No. RPU-82-12 

(February lo, 1983). Our position remains unchanged,  and thus, we f i n d  

the  equity-debt risk premium methodology should n o t  be re l ied on in 

estimating t h e  proper cost of cormon equity i n  this proceeding. 

! -- ---- 
! 

A s  noted, Comcany witness J e f f t i e s  a lso applied the standard DCF : 
methodology t o  es t inate  the Corpany's cost  o f  comon equi ty .  
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The standard DCC nodel 1s used t o  predict  what returns an investor 

may reasonably expect frcm an i n v e s t x n t  under zctiial S tock  aafket  

conditions. The model establishes t h e  cost  o f  ccnmon equi ty  by 

measuring the norm1 dividend yield (dividends per share divided by 

pr ice  per share) and a d d i n g  in investor-expected growth rate. 

model i s  expressed as follors: 

The 

flr. J e f f r i e s  perfamed a s t u d y  of Iowa resources and a s t u d y  of 21 

o ther  investor-owned u t i l i t i e s  of similar risk using DCF analysis .  

Mr. Je f f r i e s  calculated the d i v i d e n d  yield us ing  cmnon stock prices 

f o r  the  l a s t  s i x  months o f  zhe t e s t  period and Value Line estimated 

1983 dividend ra tes .  
-- 

Ye ootainzd a dividend y i e l d  o f  12 percent for 

Iowa resocries and a d i v i d e n d  y i e ld  o f  9.5 t o  12.5 percent for  t h e  21  

cornparable u t i l i t i e s .  bir. J e f f r i e s  CalCIJtated t h e  expected growth 

r a t e s  for the 2 1  comparable Tisk u t i l i t i e s  fo r  earnings, dlvidends, and 

book value. The resul t ing average O F  these th ree  expected g r o r t h  r a t e s  

was 4.8 percent. The expected growth r a t e  f o r  Iowa resources for 

earnings, dividends, and book value averaged a u t  t o  4 percent. Based 

on Mr. J e f f r i e s '  DCF analysis,  Company claims t hs  cost  of tcmnon equfty 

should be found t o  be 16.5 t o  17.5 percent. 

OCA claims W. i e f f r i e s '  estimated cos t  o f  common equity i s  

upwardly  biased because c f  improper ??plication o f  :he DCF methodology. 

According t o  OCA, the dividend yield in the Cmpany ' s  estimate i s  
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overstated because: 

Mr. J e f i t i e s ,  rather t h a n  3: curre!it dividend, f a i l s  t o  account for 

continuous comound of e3rn:ngs, and  2 )  I+-. J e i f r i e s  included the July 

1982 stock prices,  which 'der? unrepresentative o f  nornal market 

condi t ions because the feder31 r?serve t i g h t  money policy was s t i l l  i n  

e f f e c t  a t  t h a t  time. 

growth r3te estimates ar? iinstzbl. because t h e y  can be distorted by 

changing payou: r a t i c s ,  and khere'ore, should not  be relied upon in 

e s t i a a t i n g  growth rates; 

1) us? o f  prospective period ex3ectsd  dividend by 

I n  addition, OCA argues the dividend and earnings 

3ijrogarding the unreliable dividend and 

earnings grgwth  r3tes,.0CA ciaims Company witness J e f f r i e s '  Yalue Line -- 

e- 

book v a l u e  growth rat? resul ts  i n  a growth  ra te  estimate of 3 percent, 

w h i c h  i s  nearly the s n e  as X A ' j  pro9osed 2.99 percent growth rate.  

OCA witnesj  Or. Carol Szerszen t e s t f f i e d  that  Company's cost o f  

common equity was no nore than 14.10 percen t  b a ? d  on her DC; analysis. 

The 11.2 percent dividmd ! < ? i d  used  by Or. Szersz-n  i s  the media? of 

the A u g u s t  through December !082 aonthly dividend y i e l d s  base3 on 

average stock prices f o r  Air'gujt through December o f  1992 and the 

annualized fourth quarter 1382 dividends. 

c u r r e n t  dividend properly recognizes and  accounts for  contfnuous 

compounding O F  daily earnings. 

u s i n g  two methodologies by Or. S2ersz.n. Dr. Szerszen obtained a 

3 .3  percent sustainable dividend growth ra te  o n  the basis of book 

value. 

l o g  linear l e a s t  squarzs book value growth rates analysis. Secause 

OCA claims i ts  use o f  the 

Company's growth r a t e  was calculated 

Sh2 also obtaiied a n  average 2.9 percent growth ra te  from her 
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Company h a d  n o t  , i b t a i ~ d  the z . 3  percant sustaiqable growth ra te ,  

Dr. Srerszen o p i w d  t ha t  the 2 .9  percent g r o w t h  ra te  was more 

appropriate. Dr, Szerszen also u t i 1  ized the random Coefficient's 

g rowth  model t o  estimat? the cost a i  common equity for s i x  Iowa 

rate-regulated cmbination gas and  e l e c t r i c  u t i l i t i e s .  OCA argues the 

mean and mdian cas t  of  equity o f  14.02 and 14.08 percent result ing 

from th i s  analysis conf i rm Dr. Szersten 's  conclusion t h a t  Company's 

c a s t  o f  comndn eqgity i s  no greater t h a n  14.1 percent. 

Corpany maintains Or. Szerszen's DCF es t i2a tes  are unreliable 

because o f  her "systematic understateinent o f  b ? t h  y i e l d  and growth  

components." According t o  Company, the use of the current dividend 

ra ther  t h a n  the  ex;lec:ed dividend was improper because the DCS price 

equatfon contemplates the  prospcctfve dividend. 

Cr i t ic izes  5zerszen's total  reliance on historical d a t a  t o  

ca lcu la te  growth rates and her Failure t o  recognize allowances fcr 

und-erpricing, aaritet  pressure, and  normal stock price variation. 

genera7, Company claims i t s  16.5 t o  17.5 percent estimate o f  the c ? s t  

o f  common equity is supported by the evidence in the record. 

Company further 

I n  

We do n o t  agree w i t ! !  e i the r  party's estimate o f  Company's cos t  o f  

However, we believe the evidence demonstrates t h a t  the equity. 

DCF model provid?s us with t h e  most r e l i ab le  estimate o f  Company's cost  

o f  common equity,  

l4r. J e f f r i e s  ana?yzed s t o c k  price  data frm s i x  rnontiis and Value - 
Lfne's estjmated 1983 d i v j d m d  rate t o  coqputs t h e  dividend y ie ld .  I n  



MidAmerican Exhibit 8.1 
Page 529 of 654 

e- 

a- 

*? 

Docket NO. ; 7 ~ ~ ' - a 3 - 2 4  
?age 41  

con t r a s t ,  9r.  Szerizen re l ied  an five months o f  dividend yields based 

on averase stack prices crm t h a t  period and t i l e  f o u r t h  quarter 

dividend o f  1982. ?or dstsrmining the appropriate d i v i d e n d  y ie ld  i n  

this proceeding, we believe i t  Is more reasonable t o  use the average 

dividend y ie ld  o v e r  an i3-month period s t a r t i ng  i n  January 1982. 

18-month-period eliminates narket and temporary aberrations i n  

determining j u s t  and reassnable ra tes .  

f i n d  t h e  appropriate dividend yleld Is 11.54 percent. 

The 

Based an the 18-month data, we 

Next, we must de tsmine  the  appropr iak  growth  rate. Company 

wftncss J e f f r i e s  considered growth r a t e  for earnings, dividends, and 

book values. 

unrel iable  ind ica ts rs  because they are affected by changing payout 

r a t i o s ,  and thus,  ue f i n d  they shsuld not be r e l i ed  on t o  estimate the 

cost of common equity. 

dividend g r o d t h  rats  on t h e  basis o f  book value grouth.  

incl ined ta adopt a yrouth  r a t e  consistent w i t ?  the wst3inable g r o w t h  

!lowever, fire growth rates for earnings a n d  dividends are  

Dr. Szerszen obtained a 3.3 3er:ent s u s h t n a b l e  

ile are  . 

r a t e  for book v a l u e  since i t  i s ,  i n  theory, appropriate t o  employ t k  

sustafnable  gtouth rate  i n  the 3CF calculation. However, we cannot 

ignore t h e  poor growth r a t e  actual ly  experienced by Company as 

evidenced by t h e  average 2.9 percent growth rate result ing from the 

l i n e a r  l e a s t  sauare 's  book value growth r a t e s  analysis performed by 

09 

Or. Szerszen. 

3.2pcrceRt. 

lower than the c a s t  3 f  common equity found appropriat? i n  Company's 

T h u s ,  we f i n d  i t  i s  reasonable t o  adopt a growth r a t e  o f  

The resul t ing 14.74 percent cas t  of common e q u i t y  i s  
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l a s t  rate proceeding whicb  is cons'stent r i t h  the g:neral reduction of 
capital  costs i n  t h e  x r k e t  since the end o f  t ha t  2roceeding. 

Company had  also proposed  an adjustment :2 the cast of  cumon 

equity for the cost  3 f  se l l ing  stock, f o r  market pressure on stock 

price, and f o r  normal n a r k e t  variation. We do not believe such an 

adjustyent i s  supported by the record in this proceeding and therefore. 

find the adjustment should be rejected. Therefore ,  we find Company's 

cost of common equity shou:d be s e t  a t  14.74 percent, which i s  within 

the range o f  reasonableness s f  capital  costs b3sed upon the record of  

th i s  proceeding. 

C .  Summary. 

Based upon our fiqdings w i t h  respect t o  tne contested issue as 

discussed above, Comppany shou ld  be able  to  a t t r a c t  comnon equity i f  

allowed an  overall rats o f  return of 11.!65 p e r c e n t  as s 2 t  f o r t h  i n  

attachment 4 .  

Y.  EXCiSS CAPACITY 

In order  t o  addrzss the question o f  whether there  is excsss generating 

capacity I n  Company's generatlng system, we mus t  deal with the sub-issues 

o f  whether House F i l e  312 applies t o  t h i s  proceeding, w h a t  the approprfate 

reserve margin s h o u l d  be, a n d  whether t h e  peak l o a d  should be adjusted 

upward. 

capacity. 

Company has also proposed cer ta in  items t g  reduce generating 




